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TO THE SHAREHOLDERS 
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The origin of the Company dates back to August 2, 1851 when with the consent of the 
Legislative Council of the Province of Canada, an Act to incorporate the Company was 
enacted and later on April 10, 1872 the Company introduced Fidelity Bonding to North 
America and commenced operations. When requests for Surety Bonding were initiated 
early in this century, the Company responded to that need and continued to confine its 
business to guarantee bonding, Fidelity and Surety, until two decades ago when the under- 
writing of some lines of general insurance was commenced. Ably managed by experienced 
executives, the Company is now the foremost writer of guarantee bonding in Canada and 
has experienced a steady growth in various lines of general insurance. 


The capital structure of the Company remained unchanged for over one hundred years 
but in 1975, by a rights offering, the issued shares of common stock were increased by 40% . 
During 1978, 395,500 preferred shares of $10 par value each were issued; earlier in that year 
a $24.44 common share dividend had been declared in order that shareholders might avail 
themselves of the opportunity afforded by the Income Tax Act and receive an $18.49 per 
share dividend out of 1971 Capital Surplus on Hand. 


The management’s underwriting of guarantee bonding demonstrates an intelligent and 
enlightened knowledge of the evolution of this cornerstone of the Company’s operation. 
Fidelity and Surety guarantee bonding is carried on across Canada while general insurance 
operations are confined to the provinces of Quebec and Ontario, all business being devel- 
oped through a capable and dedicated force of independent agents and brokers. 


The annual statement for 1978 records a limited overall growth and gives evidence of the 
positive result of our purpose to provide individual attention backed by proficient team- 
work. This past year has continued to show an overall profit. The underwriting experience 
has been adversely affected by the price and profit controls imposed by the Federal 
Government as well as the Quebec Government’s intrusion into Automobile insurance. The 
undue influence of these impositions is somewhat overcome by an ongoing high interest 
rate, the buoyancy of the investment market and the continuation of a sound expense 
management. Pre-tax income for this year of $6,659,000 is just $44.000 above the previous 
year. 


The directors concluded that a dividend policy based on the profitability of the Company 
is desirable and declared a modest quarterly dividend of 75c per common share which was 
paid February 20, 1979. 


Increasing claims cost contingent on continuing inflation cannot be offset without 
adequate premium rates. This is a truism for all lines of insurance and guarantee bonding 
but is of special concern in liability and property underwriting. Automobile insurance will 
face diminishing and negative profitability in 1979 and 1980 at present rates of premium 
which cannot compensate for increased accident frequency and severity due to the increas- 
ing use of compact vehicles and a more mobile society. Those responsible in the Company 
are reviewing these matters continually and proper adjustments will be made as occasions 
arise. 


The plan for the year 1979 incorporates a limited increase in premium volume and 
reinsurance programs are in effect as a safeguard against excess losses. Your directors and 
executives with their capable staff will continue to curb expense growth and maintain a 
high quality of service. We view the coming year with modest optimism. 


bts Age 


G. A. Savage 
President 
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BALANCE SHEET 


AS AT 


DECEMBER 31, 1978 


Assets 


Liabilities 


Shareholders’ Equity 


GashranGishormtermenviestmientsm merits iene eerie 


Accounts receivable 


Accrued imvestment inGOnle asia amen sarenea mene cn eran 
INS eNtS:.. cals katod un ahora vase telemnnts. Weer aS (onnenerecttyets 


Incomeitaxesmecelvablewe amet tuner a ent aie ineeaee 
Prepaid, exp ensesscannd sata casrenc «cure tue tracteer Ree rearine eee rear 


Long-term investments (note 1) 


Bomndsrzamcucebentcines wane aan eta nee mean nt ene 
Shares, (20. AMR eh ae ona weak cape Sa ae AC EO ote eee 
Mortgages cic: ut cbt smebayecnicatun ona, etcucary an cfearienac stare rellet oerales 
Realestate. Atcsctnan gk a rian ace enc ak ee nn eee 


Fixed Assets 


Office furniture and equipment, at cost............... 
ess-accumrulatecidepreciation. sini erect eerie 


Leasehold improvements at amortized cost............ 


Deferred premium acquisition costs (note 2)............. 


Accounts payable 


@thermnisunerstaawoe se wha ae osmell me etme Lae 


Provision for Federal Anti-inflation 


Legislation net of deferred income taxes (note 3)........ 
Unpaid claims: hiss sheryechcteteeathesete atid nae otarel eee eae 
Unearned premiums fon nes 5 caso cesitn ote cene cnenicn des selon ae yee 


Deferred incometaxes) (noted nw meer aicke ieee 


Capital Stock 
Authorized 
500,000 8% Cumulative redeemable preferred shares 
par value $10 each 
200,000 Common shares par value $5 each 
Issued 


895/500) ereterredishaneosse neu iein eee eneie na terre rie 
Yale (CrovampsqoreSeEIey o5 gan coud oadobogoouon des 
Contributed surplus (noted) irene eae eraser 
Retamediearnines|(moterO|armeinante oem teeter 


1978 


$ 569,873 


613,815 
5,123,335 
626,494 


6,363,644 


684,730 


41,110 


10,758,711 
32,408,869 
30,267 
204,013 


43,401,860 


398,729 


259,632 


139,097 


~ 139,097 
2,763,938 
$53,964,252 


$ 1,299,166 
75,695 


1,110,105 
2,484,966 


210,288 
17,562,501 


13,819,692 


34,077,487 


2,052,248 


3,955,000 
9355735 
810,776 

12,133,046 
17,834,557 
$53,964,252 


APPROVED BY THE BOARD: Director De ge 


Director g Spe 


MOE 
$ 1,699,764 


511,862 
4,669,475 
832,558 


6,013,895 


38,675 


9,797,112 
27,594,408 
83,004 
207,475 


37,681,999 


315,196 


231,269 


83,927 
8,163 


92,090 
2,530,760 


$48,057,183 


$ 1,318,824 
169,039 
2,152,109 
850,242 


4,490,214 


876,434 
14,949,358 
12,664,702 
32,980,708 


1,863,685 


935,735 
1,228,821 
11,048,234 


13,212,790 
$48,057,183 


STATEMENT OF INCOME 
YEAR ENDED 
DECEMBER 31, 1978 


Revenue 


Expenses 


STATEMENT OF 
RETAINED EARNINGS 
YEAR ENDED 
DECEMBER 31, 1978 


1978 1977 
GROSS IORI SININOIMES VANE IUEIN| oo psc n canons eooouens $34,711,666 $32,083,532 
INDE JEAN MOOI) WAURIGE NEI A yaa and pend oanananede $27,336,709 $25,627,880 
PREMIUMS CAME Mey ee ete Ln he eee eae ee $26,181,719 $23,995,460 
Investment income ctl ty heat a 
Bond and debenture interest and amortization (note 1)... 721,906 737,023 
Dividends iene ae reat ee ea 2,344,448 1,888,059 
Rrohitiomshanes) (note mame tei rire rea 756,297 31,136 
(Odea cin sopketeen Sut oct ari eaaihc, tith Cae tng ore Po ces 125932 28,997 
3,835,583. _2,685724.5_ 
POT ARE VEN Ub ame tetas ein ons ae eet: eitg lected “Bed: 017, 1302 g¢ _26, 680, 1675 
Clatimstincurred 66 «pce ee een ce nent ah ee eat 14,298,796 12,439,145 
GOIMMISSIONS eee Oe i vai coe ee ee cee 5,746,426 4,695,780 
Premiumitaxesiis ce eer ae ee nies conn tee ee 688,563 627,468 
Other underwriting and administrative................. 2,624,553 2,303,733 
23,358,338 20,066,126 
INCOME before income taxes and the undernoted........ 6,658,964 6,614,549 
Income taxes 
Cuarrem tren ten od oes cas hates an Re AE caine amd ahetere 1,517,599 1,935,445 
Defernedi(noteta)ly aacene ee earta tt comet niet. cect da oi ehev oe 188,563 383,744 
1,706,162 2,319,189 
INCOME before:thexuncdernetec ace irene erent are 4,952,802 4,295,360 
Federal Anti-Inflation Legislation (note 3) 
Provision and adjustments required for corrective action; 
net of deferred income taxes ($586,454); 
1077 MERE OUG OTC tee Rie Deen ETT pean ee. (628,896) 628,686 
NET INCOMES rancrap irae Been esi tase cise! $ 5,581,698 } S 3,666;674)_ 
63 
Barnings per Share gcm-c amines case onesies eisuneestiemsee se chaae ss 8.50 $19.59 
ee 
UNAPPROPRIATED RETAINED EARNINGS 
Balanceratibertaminglorey ea ia inane tens ie ietene iin: $ 9,699,154 $ 6,614,154 
INGEINCOMES te eaten ee name esermen ec anne ceaekonia- ta ite 5,581,698 3,666,674 
15,280,852 10,280,828 
ranstertromicontmputed Sunpliis.pimieieieiaris erie 418,045 ae 
15,698,897 10,280,828 
Dividends 
Common shares 
Regul ar: 3 acca tenetct ssh elater eto se ote ays cn tel oaayetad 1,207,098 93,574 
From 297i capital surplus omandie eect oto one 3,460,348 — 
Preferred Shares... ..-rrmmencacmon Hk siereretrcncrs os weetohe te. 4 247,485 _ 
lranstertoreuarantee bondireserv.cars mia aeee crores 420,795 488,100 
5,335,726 581,674 
Balanceratendiot-yearermemnaere crn cite erinisreeeneiersna si 10,363,171 9,699,154 
APPROPRIATED RETAINED EARNINGS 
Balancerat besinning of yeatine cae dec menete nia sneer) ore 1,349,080 860,980 
Transfer from unappropriated retained earnings........ 420,795 488,100 
Guarantee bond reserve at end of year ............05- = 1/769;875 1,349,080 
TROBO-NE TRUETOANONT S BY SVAN UNMIS 55 boa ncnooupoucedoeod $12,133,046 $11,048,234 
——————————— —__=_=x{=[T 
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STATEMENT OF 
CHANGES IN 
FINANCIAL POSITION 
YEAR ENDED 
DECEMBER 31, 1978 


Source of Funds 


Use of Funds 


Funds Invested 


AUDITORS’ REPORT 


1978 1977 
Operations 
Net income... ta. ke cmc ane ret as See ee ene $ 5,581,698  $ 3,666,674 
Depreciationand/amortizationy ieee kane 41,478 34,552 


Defercediincomestaxes aes eee tne ee ee 188,563 383,744 


5,811,739 4,084,970 


Increase:intaccounts paryablenera-n eye eres ene (2,689,978) 3,360,206 
Increasenneunpal dG) annie r tere tee ene ee eer ne eee 2,613,143 1,904,833 
Increase in) unearned premiumser aie iene 1,154,990 1,632,420 


Peneteredishanessissite clay ah ei ieee en an Caner 3,955,000 — 


10,844,894 10,982,429 


Increase in accounts receivable and prepaid expenses...... 352,184 1,680,034 
Purchaserof fixed assets aes erie cere te naiee atte nee 85,023 18,000 
Increase in deferred premium acquisition costs........... 233,178 324,304 
Decrease in net provision for Federal 

Nor bodetao LECCE. codon oonobhoncoadecooncs 666,146 (628,686) 
Dividends 

Preférred'shareSa.m cerca ei ee oie ee eee 247,485 _ 

Common shares ten oon ricer ea mete ee ae ercae ene 4,667 ,446 93,574 

6,251,462 1,487,226 

FUNDS AVAILABLE FOR INVESTMENT .....-.......- $ 4,593,432 $ 9,495,203 
Increase in cash and short term investments............. $ (1,129,891) $ 115,654 
InNcreaseinuboncsran dss ianecmea-maeea ur asm te eee amr 5,776,060 9,405,789 
Decrease insmortgacess acim mines “uasneekeniee hile sae (52,737) (26,240) 


$ 4,593,432 $ 9,495,203 


To the Shareholders of 
The Guarantee Company of North America 

We have examined the balance sheet of The Guarantee Company of North America 
as at December 31, 1978 and the statements of income, retained earnings and changes in 
financial position for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests and other 
procedures as we considered necessary in the circumstances. 

In our opinion, these financial statements present fairly the financial position of the 
company as at December 31, 1978 and the results of its operations and the changes in its 
financial position for the year then ended in accordance with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year. 


THORNE RIDDEL & CO. 


Chartered Accountants 


Montreal, Canada 
February 14, 1979 


NOTES TO FINANCIAL 
STATEMENTS 
December 31, 1978 
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ah, LONG TERM INVESTMENTS 
The values stated for long term investments are as follows: 


(a) Bonds and debentures, having a cost of $10,367,957 (1977 - $9,525,518) and quoted 
market value of $9,708,469 (1977 - $9,032,769) have been accounted for by the “deferral 
and amortization” method. Under this method, realized gains and losses on disposals 
are deferred and amortized over the period to maturity of the security sold. The 
unamortized portion of the realized gain or loss is included in the amortized value of 
bonds and debentures. 

(b) Shares, having a cost of $32,923,414 (1977 - $28,835,992) and a quoted market: value 
of $35,667,863 (1977 - $29,069,367) have been accounted for by the “fair value” 
method. This method allows for a gradual movement towards current quoted market 
values, whereby the shares are valued on a five-year moving average of market values. 

(c) Mortgages are accounted for on the same basis as bonds and debentures held as long 
term investments. 


(d) Real estate is stated at cost of $266,864 (1977 - $266,864) less accumulated depreciation 
of $62,851 (1977 - $59,389). This real estate is included under the caption of investment 
since its main purpose is one of investment. Depreciation on building has been calculated 
on the declining balance basis at a rate of 5 per cent. 

Income from long term investments has been accounted for as follows: 

(a) Bond and debenture interest and amortization includes interest earned and amortization 
of discounts or premiums arising from purchases other than at par values and amortiza- 
tion of realized gains and losses on security disposals as described above. 

(b) Profit on shares includes changes in fair values, as described above, and amounts 
received on disposal that are in excess of or less than fair values at the end of the 
preceding period. 

2s DEFERRED PREMIUM ACQUISITION COSTS 


These represent agents’ commissions, premium taxes and certain other underwriting 
expenses which relate directly to acquisition of premiums. These costs, to the extent that 
they are considered to be recoverable, are deferred and amortized over the term of the 
related premiums. 
Bi. ANTI-INFLATION LEGISLATION 

The provision as at December 31, 1977 of $1,546,000 was absorbed in the operations during 
1978; a provision of $404,400 as at December 31, 1978 is required for 1978 corrective 
action to be taken during 1979. The net of deferred income tax provision and adjustments 
represent the changes in the amounts to provide for the legislative requirements. 


4, DEFERRED INCOME TAXES 
Deferred income taxes are provided for expense items reported for tax purposes in different 


periods than for financial purposes and result principally from deductions for tax purposes 
of acquisition costs on unearned premiums and guarantee bond reserve. 


oy CONTRIBUTED SURPLUS 
During the year, $418,045 was transferred to retained earnings and included in 1971 capital 
surplus on hand. 

6. APPROPRIATED RETAINED EARNINGS 
Appropriated retained earnings at the end of the current and preceding year consisted of 
a special reserve in connection with fidelity and surety guarantee bonds in force. 

Tg COMPARATIVE FIGURES 
Certain figures for 1977 have been reclassified to conform with the presentation adopted 
during the current year. 
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FIDELITY AND SURETY BONDS 
PROPERTY AND AUTOMOBILE INSURANCE 


INCORPORATED STATUTES OF CANADA 1851 FEDERALLY LICENSED 1872 
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